The Pursuit Of Quality By Business Coalitions: A National Survey
Business coalitions have the means to affect the quality of care in their members' health coverage, new survey data reveal.
b y I r e n e F r a s e r , P e g g y M c N a m a r a , G r e g g O . L e h m a n , S a n d r a I s a a c s o n , a n d K e l l i M o l e r T h e p a s t d e c a d e of sweeping changes in the way health care is financed and delivered, coupled with the growing body of evidence documenting variations in clinical practice, has sparked substantial debate and activity at the federal and state levels about the best strategy for maximizing quality. 1 A recent Institute of Medicine (IOM) National Roundtable on Health Care Quality identified three broad approaches: professional accountability, which relies on self-regulated relationships among physicians and among other provider groups based on ethical and professional norms; market accountability, which rests on the informed choices by employers and consumers; and regulatory accountability, which relies on a government remedy to correct professional and market failures. 2 Over time, the United States has used various mixes of all three approaches. The market-accountability model now predominates, but skeptics recently have raised concerns about the market's ability to promote quality, particularly for persons with chronic conditions or limited purchasing power. In May 1999 Paul Ellwood, an expert in managed care and managed competition, stated his belief that "market forces will never work to improve quality, nor will voluntary efforts by doctors and health plans. . . . Ultimately this thing is going to require government intervention." 3 State and federal policymakers have reacted to such concerns by proposing and enacting laws to influence both the marketplace and the actions of its central players. 4 © 
ABSTRACT:
The extent to which business coalitions and their employer members are catalysts for improving quality of care is of interest to policymakers, who need to know where and under what circumstances the marketplace succeeds on its own in assuring quality. Using data from the 1998 National Business Coalition on Health annual survey, this paper indicates that most coalitions have an infrastructure in place that could be tapped to advance quality goals. Although the survey data cannot tell us the extent to which coalitions are exercising their enhanced market influence specifically to improve quality, interviews with coalition leaders provide insights about how quality considerations can factor into coalition strategies.
Few would doubt that public and private health care purchasers, in their collective quest for cost containment, have been the force behind the growth of managed care. Lacking in the current debate over the viability of the market-accountability model, however, is empirical evidence about how and how well purchasers use their market power as a force for improving quality. Given that most of the U.S. workforce is not offered a choice of health plans, any major market push for quality will need the backing of those who direct most of the purchasing decisions: employers and business coalitions. 5 Employers and coalitions might wish to factor quality as well as costs into their health care purchasing decisions for several reasons. First, a solid benefits package and network of high-quality providers can help in recruiting and retaining workers, especially for firms facing shortages of skilled labor and recordlow unemployment rates. Second, highquality health care can improve the health of employees and their families, thereby reducing long-term health care costs as well as absenteeism, disability, and retiree health care costs. Third, the perception and reality of high-quality health care can increase employee satisfaction and thereby improve productivity and ultimately corporate earnings. Sophisticated employers are accustomed to looking at value (the cost/quality trade-off) rather than simply costs in making other purchasing decisions, so it would be reasonable to expect that they might take such factors into account in making health coverage decisions as well. Finally, some employers and coalitions may fear that if they do not do something to assure quality, the government will step in, raising the specter of increased premiums.
On the other hand, many practical factors can interfere with employers' and coalitions' efforts to factor quality into their purchasing decisions. First, health care quality is much more difficult to define and measure than cost is. 6 Second, the lack of good risk-adjustment methods provides a disincentive for health plans to compete on quality, because higherthan-average quality ratings might attract a higher-than-average share of enrollees with chronic or other high-cost conditions. 7 Third, employee turnover limits employers' capacity to recoup investments in health. Fourth, many employers are functioning in markets with little competition among health plans or among providers (such as single-hospital communities). The combined effect of these factors could limit the willingness and capacity of employers and coalitions to use their market clout as a force for quality and thereby could limit the viability of the market as a mechanism for accountability.
COALITION STRATEGIES
How and to what extent do employers in fact assume the role presupposed under the market-accountability model and take deliberate actions to improve quality of care for employees and their families? Past studies show that some "pioneering" employers and coalitions have attempted strategies to measure and improve quality. 8 But so far there has been little empirical research on the extent or success of such strategies. 9 This paper analyzes activities pu rsued by formalized groups-coalitions-of employers.
Business coalitions provide a mechanism through which employers can increase their leverage in the health care market, just as mergers and other consolidations do for health plans and providers. The purpose of our study was to determine the frequency and pattern of coalition activities that could have an impact on quality. The study draws from a 1998 National Business Coalition on Health (NBCH) survey, which was mailed to the coalition's ninety-six members, an estimated 90 percent of all U.S. business coalitions. Seventy-five coalitions completed the survey (a 78 percent response rate). 10 We also cond ucted one-hour semistructured telephone interviews with nine coalition leaders in April and May 1999. This qualitative component of the study was intended to (1) help us understand the meaning and context of particular survey findings (how respondents define group purchasing); (2) provide examples of how strategies can be used to promote quality; and (3) identify new practices or possible trends that were not captured in the 1998 survey, so that the NBCH could ask about them in the next one. Factors considered when selecting the convenience sample of nine coalitions included representation of urban and rural locations, markets with varying levels of competition, and geographical diversity, but the sample is not intended to be either typical or representative of "best practices." We sought out coalitions that identified themselves in the 1998 survey as being involved in quality initiatives, including some coalitions that had not been highlighted in prior studies as well as some of the betterknown groups (Exhibit 1).
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The survey findings indicate that most coalitions have an infrastructure in place that could be tapped to advance some combination of quality, service, or cost objectives. The majority of coalitions collect information and data on quality of care, group-purchase on behalf of their members, incorporate financial incentives for performance into purchase contracts, and collaborate with plans or providers on continuous quality improvement (CQI) efforts. These activities can be used to advance quality objectives, and interviews with coalition leaders provide insights and examples of how this can happen. However, the survey findings do not tell us how often data on quality actually influence group-purchasing decisions, performance incentives are written specifically to reward provision of high-quality care, or CQI efforts focus on one or more quality dimensions.
n COLLECT INFORMATION AND DATA ON QUALITY. One of the first steps that coalitions can take to strengthen their purchasing hand is to collect information on quality. Of NBCH respondents, 90 percent are involved in data collection or data analysis, and nearly two-thirds of these report their involvement as extensive. It is not clear from the survey findings the extent to which "involvement" pertains to collection of data by the coalitions or to analyses of data provided by member employers, health plans or providers, state agencies, or a commercial data vendor. According to coalition leaders interviewed, some also collect qualitative information on health plans, such as descriptions of quality management systems, descriptions of patient appeal systems, copies of patient complaints filed with state insurance departments, National Committee for Quality Assurance (NCQA) accreditation status, and litigation history. Typically, coalitions collect data and other information from plans and providers early in the purchasing process through a request for information (RFI) and thereafter with participating plans and providers at contractually specified intervals. 12 n GROUP-PURCHASE ON BEHALF OF EMPLOYERS. Eighty-one percent of the respondent coalitions group-purchase one or more health benefits for business members.
"Our interviews suggest that at least a few coalitions use financial incentives to encourage and reward quality."
Although the term group purchasing is commonly used for this set of activities, typically coalitions act as negotiators, leaving the actual procurement decision to employer members. The scope of b enefits th at are grouppurchased by coalitions varies considerably, ranging from narrowly defined (carved-out) services to more inclusive coverage. The former is more common.
Seventy-two percent of the coalitions group-purchase a carved-out service, the most widespread by far being pharmacy benefits. Other carved-out services that are grouppurchased include vision, dental, and psychiatric benefits and arrangements with "centers of excellence" (Exhibit 2). When purchasing more-comprehensive coverage from a health plan, coalitions typically negotiate a price for "administrative fees"-a phrase that includes charges for claims processing, profit or contributions to equity, and sometimes fees for additional administrative services-and a model contract, which details some combination of service, quality, and cost expectations. In most cases, individual employers then continue the negotiation process begun by the coalition to customize the benefits package, fine-tune contract specifications, and negotiate the full premium. In a second model, however, coalitions go further and actually do all but make the actual purchase, including negotiating premium schedules for different age and sex categories for a standardized benefit package. As shown in Exhibit 2, 40 percent of coalitions group-purchase comprehensive coverage of various types from third-party carriers.
More than a third of coalitions (35 percent) bypass third-party carriers by negotiating directly with providers; 25 percent of respondents negotiate direct contracts with preferred provider organizations (PPOs), and 24 percent with integrated delivery systems (IDSs). Even under direct-contracting arrangements, health plans typically are involved as third-party administrators (TPAs) to process claims.255 Coalitions have at least two reasons for directly contracting with providers. In areas such as Minneapolis/St. Paul, where health plan consolidation had reduced competition so that only a few powerful health plans remained, direct contracts with provider systems enlarged the number of competing systems, thereby increasing the relative market power of coalitions and their members. 13 At the other extreme, in rural communities and other areas where provider networks do not exist and health plans are not interested in developing a network because of the small pool of potential enrollees, coalitions can use direct contracts as mechanisms for building such networks.
n INCORPORATE FINANCIAL INCEN-TIVES IN CONTRACT. Whether they are purchasing from plans, providers, or purveyors of carved-out benefits, 59 percent of the coalitions that reported group-purchasing activities incorporate financial incentives for perform an ce in to their contracts. These
EX HIB IT 2 Business Coalition Members' Involvement In Group Purchasing
Purchasing "carved-out" benefits (not specified as direct/indirect purchasing) 72% performance standards can be in the form of bonuses, payment withholds, or premium rebates. Financial incentives often are seen as tools for cost reduction or improved customer service, but our interviews suggest that at least a few coalitions use them to encourage and reward quality. The Buyers Health Care Action Group (BHCAG) rewards care systems that excel in patient satisfaction, disease prevention, and improved health outcomes. Four cash b onuses totalin g $250,000 are awarded annually. Gateway Purchasers for Health requires participating health maintenance organizations (HMOs) to rebate 0.2 percent of premiums if performance for each of five clinically relevant standardssmoking cessation, diabetic retinal exams, cervical cancer screening, breast cancer screening, and overall patient satisfaction-is not satisfactory. In total, 1 percent of premiums, or roughly $1.5 million in 1999, is at risk. The Colorado Healthcare Purchasing Alliance originally withheld 2 percent of its aggregate premium base from the four HMOs it worked with, pending satisfactory performance on HEDIS measures such as immunization and mammography rates, with a bonus to be awarded to the top performer. The coalition later abandoned use of these incentives, however, because HMOs found them divisive and the coalition found them to be a cost escalator: The HMOs simply built an additional 2 percent into their rates.
n PARTICIPATE IN CQI EFFORTS. Another way that coalitions can use their consolidated market power to improve health plan and provider performance is to collaboratively partner with plans or providers. Eighty-four percent of coalitions responding to the NBCH survey participate in activities they classify as CQI initiatives, and nearly half of these rate their involvement as extensive.
The case studies provide two examples of how CQI can be used to promote clinical quality. During the past six years the Southwest Michigan Healthcare Coalition has been working with the three hospitals in its service area to improve both mortality rates and costs for thirty high-volume, high-cost diagnoses, which are tracked, adjusted for risk, and compared with previous years' experience and with national benchmarks. The coalition has seen improvement in mortality rates, but it has not been a straight line; higher-than-expected mortality rates remain for certain identified conditions. At a broader, communitywide level Gateway Purchasers for Health has joined with local health plans, providers, and other groups in forming the St. Louis Diabetes Coalition, a project developed in response to below-average HEDIS scores for diabetes care in the community. A provider subgroup is engaged in adopting a common clinical guideline, and a consumer subgroup has developed posters to educate diabetic patients about their role in managing the condition. Although these two examples feature partnerships that promote quality, other CQI efforts focus exclusively on cost control or customerservice goals.
n ADDITIONAL STRATEGIES. One important benefit of qualitative analysis is to help frame questions for subsequent quantitative research. In the current instance, the case studies provided information on two purchasing strategies not specifically queried in the survey. In one strategy, employers "vote with their feet"-the ultimate marketplace lever. For example, members of the Southeast Missouri Business Group on Health directed employees needing certain surgical procedures to hospitals in St. Louis, about 100 miles away, when local physicians refused to participate in quality-improvement activities. Based on unsatisfactory quality performance, one employer affiliated with the Greater Detroit Area Health Council recently froze enrollment in a health plan, and another employer dropped a plan altogether. Second, some coalitions and their members that offer employees a choice among competing health plans or provider networks are developing and distributing report cards with information on quality and cost to employees, empowering and encouraging them to exert their own value preferences in the marketplace. BHCAG, for example, classifies care systems into three cost categories (low, medium, and high), with about a $500 annual premium differential between the lowest and highest, and provides patients' experience-ofcare or satisfaction ratings from the Consumer Assessment of Health Plans (CAHPS) for each of the competing systems. Since instituting this reporting mechanism, the coalition has observed major enrollment shifts among systems; those with higher satisfaction ratings generally fared better than those with lower ratings.
EMPLOYER COALITIONS AND MARKET ACCOUNTABILITY
For the market-accountability model to work, employers must be willing and able to identify and reward high-quality performance, either directly or by informing and empowering their employees. The NBCH survey results show that coalitions, by and large, have infrastructures in place that could be tapped to promote quality. Many coalitions are collecting or analyzing data, group-purchasing some or all of a benefits package, linking payment to performance, and/or collaborating on CQI efforts. Although it is clear that these efforts can enhance the influence of coalitions and employers, two things are less clear.
First, we do not know the extent to which coalitions are exercising their enhanced market clout as a force to improve quality, temper premium increases, or both. The case studies indicate that data collection, group purchasing, financial incentives, and CQI can be used to promote quality goals in the marketplace, but coalitions can use these same strategies to pursue other goals, which in any particular instance could be either unrelated or counterproductive to quality goals.
Second, to the extent that coalitions are attempting to use their power as a force for quality, we do not know which efforts hold the most promise and under what circumstances. For example, strategies that are successful in competitive markets may not be viable in less competitive ones. In fact, it is likely that the shape of the market may affect coalitions and their strategies at least as much as coalitions affect markets. The NBCH is planning a more in-depth follow-up survey, based in part on insights gained from the casestudy interviews, to provide additional data on both of these critical questions.
In the meantime, coalitions have apparent means and a strong motive to use their market clout as a force for quality. Factoring quality into their purchasing decisions not only may enhance the value of their members' benefit packages, but also may have implications for federal and state legislative agendas. The political environment is laced with concerns about quality and peppered with questions about the viability of the current balance among models of market, professional, and regulatory accountability that is being relied upon to assure quality. Some coalitions and employers are eager to demonstrate the potential of the current balance among these three models to assure quality of care, obviating the need for additional federal and state legislation.
A l t h o u g h m a n y c o a l i t i o n s are well positioned to exert market leverage, they are faced with both obstacles and trade-offs in deciding how to use these powers. In particular, coalitions and their members have an obvious interest in limiting costs, and some reports suggest that another wave of premium increases is on the horizon, possibly overshadowing quality goals.
14 The challenge for coalitions and their members will be to leverage their market power for quality as well as cost containment.
